By SAMUEL PIZER nnd FREDERICK CUTLER

Foreign Invesiments in 1963-64

MABSI‘-’E ineronges in U8, privats
foveign investments have heen a mnjor
fentura of the 11.3. balance of payments
in 1963 and the first hall of 1964, A
record amount of $6.3 billion wns added
to these holdings in 1963, ruizing the
accumuinted total to over $68 billion.
The ineresse reflected peak eapital aut-
flows of $4.3 hillion, reinvested enrnings
ol over $1.5 billion, nud %0.5 billion in
improved market values of securities
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{tabie 1}. E=sch major category of in-
vestments, direct, porifolic and shorg-
term, scored greater gaing thon in 1962.

Thougl data fo- the first half of 1064
nre still tncomplete, cnpital autflow
appenred to bo over a £5 billion annunl
rate, with short-term lending mors than
donble the 1963 amount, direct invest-
ments not significantly ehunged, and
partiolio investments slowed down sub-
stantially a= tha sffects of the proposed
interest equnlization tax (IET) nnd
other murket [netors were folt.  Firat

§

half outflows ineluded some unusual
factors, such aa very lupe Hows to
Japan, a ecarryover of new foreign
security issues negotiated prier to the
annouscement of the IET, and in-
ereased finsneing related 1o a rise in
exports. L these influences diminish
and nrn not replaced by othars, such ns
& eonsideruble relutive increnss ih capi-
tal costs abroad, the Grst half rate of
outfiow may not be fully sustained in
the remninder of the year.

Portfolio and Short-Term
Investments

In the past year and o hali TIS,
tesnsnetions in forsign seeurities have
undergone very wide swings. Sales of
new sanes of foraipn securities reached
a paak of $1 hillion in the first half of
1983 (iable 5), and then declined to
about $300 million in the second Lsll,
The July 1983 announcement of 1 pro-
posed fnx on LS. puwrcluses of most
types of lureigh sscurities brought ne-
gotintions [or new fletations nely to
a hnlt.  Of spproximetely 5670 million
scld to U5 investows in Hhe peviod July
1062~June 1964, only aboul $120 mil-
liom wers of a type subject 1o the tnx,
and wbout hall of these were jasues ne-
gotinted prioy to the tax proposal.
Canndinn snles were largely ol issues
previously swrnuped for; Ewopenn is-
sues were almost entively stopped, us
were those of vther developed countriss.

As the TLE, market for foreign issues
eontracied there was a compenaating
openiog up of Turopenn capital markets
to foreign issues. These mmlketa had
absorbed an avernge of under F0.5
Lillion of loreign issues annually in
196143, without exhibiting consistent
growth. I the first Lalf of 1064 alone
roughly $0.6 billien of foreign jsaucs
were sold in Ewrope. These were
mainly Euopean lssues, but includad
about 0.2 Billion of Jupanese issues.

Somwe of the sales in Europe were
presumubly to foreign investors who
had previously purchased paris of new
issues offered in tha United States, and

to thie axtent tha shift to Euvrope ns
the locus for new offerings did not
change the wetyal sowree of funds, In
1662 and 1863 thess purchuases in the
United States by nontesidents, prob-
ably Europenns for the most part,
nvernged about #175 millisn & year
{tuble 5). Whather the Europenn mpr-
ket will absorb as large a volume of
igsues in the period ahead is not elear.
Most of the incresse has besn in the
United Kingdom, Germany, and Lux-
embourg; the Netherlands mncket las
been ¢losed (after being sizable in 1881),
the Swiss market has not shared in the
recont development, and the French
market hns besn very limited. Al-
though issues offered in the individioa!
countrias nre not necessarily purchased
by residenta—Luxemhbourg heing the
prine exwmple—each countey tends to
regplute uccess depending on the local
monetery situation, wnd, in generol,
Huropean countries wre currently Hght-
ening their eredit palicies,

In addition to lowered purchasss of
new {oreign issues, 17.5. investors huve
also swung over to & uek Tiguidation of
their holdings of foreign stocks since
mid-1863. In the 12 months dwrough
June 1963, Americens 2old $687 million
of foreign stoclks and bought $§99
millign; in the fellowing year they sald
§732 million while buying only 5494
million. The shift led to & net inflow
of aboot $250 million in capital betwoeen
the 2 yamsz. The proposed tax con-
tributed €0 the sharp drop in purchases,
but domestie investmentz have ulso
beenma more atbractive; since mic-1063
stock markets in the United Stafes
Lave ahown considerably stronger and
more consistent giins  than  those
abroad.

Bank loans expunded

While the enpital outflow through
purchnses of foreign securities was di-
minishing, there was an offsetting up-
swee in term lonns by banks, Tha
nmount outstanding on Hiese loans
with n matarity of ovar 1 year had
increased at an annual rate of about



Awmgust 1084

$#200 million in 1860-62, The incrense
resc shiuply to $150 millien in tha
firet. hnll of 1083 and $410 million in
the second {after slimioating lor Lthe
year about $280 million of inerenses
rolated 0 changes in coverage wnd
other [nctors). Outflows of this type
remained Ligh at about £314 million
in the Aret half of 1084, then nppearved
to taper off after March

Nearly $0.5 billion of these bank
loans in 1963 went to Western Eurcpe,
Inrgely in the fourth quarter, o much
larger amount than in any earlier
period. While the loans were spread
ovel many eountries, Tinly nlone re-
cajved about $130 million, Sizable
lending t¢ Europé eontinned into 1964,
Japen also recgived large term loans
in 1963 and in 1964,

Short-termi lending and holdings of
commerciul paper reporied hy TS
hanks also axpanded much move rapidly
in 1963 thnn in 1962, though the 740
million cutfow was stiil weil below tha
amounts in 1980-61. Principal bor-
rowers in 1363 were Jngan, the Philip-
pines, a lew Latin American countries,
wnd Canada. - Most of this lending
represents commercial oredits which,
because they tend to be renewed and
eypanded over time, are not much
different in their cconomic effect from
lownz with longer original makurities,

A much fuster expansion of these
credits, amounting to over $950 million,
took place in the fivst half of 1344.
Jupnn remained the principal borrower,
the flow to Cannda increased, and the
United Kingdom also received some
gliort-term funds.

On balance, nonfinancial concerns re-
duced thewr Loldings of liquid asssts
outsida the Tnpited States in 1063,
especially of assets recorded in Coanada.
This yeur there are indications thot
translers of funds into liguid fovsigo
nssels by such firms may wgein be o
gignifiennt Inctor in the balsnee of pay-
mentz, though the datn covering this
kiod of eupital movement wra probably
rolatively incomplete.  (Given the rising
wvolume of cash svuwilable for liquid in-
vestment by nonfinanciel concerns,
chainges in relative yields of compnruble
domestic and foreign nssets may well
rezult in substantisf shifta of Funds
NMONE oounties,
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SURVEY OF CURRENT BUSINESS

Direct Investments Abroacd

T.E. business stopped up the pace of
lereign expansion in 1883, and by wll
wrajlnble indieationz will continwe lo
muiptain & vigorows growth rate ahrond
for some time abend.  Tota] additions
to tlhe foreign invesiments of the purent
companies amounted to 3.4 billion in
1963, second only to the 1957 peuk when
petroleum investments were oxfraordi-
nmily high. The additicns come from
net enpilal outflows of 310 billion nnd
reinvesied enmings of aewly $1.0 bil-
len, comparad with 1962 equivalents of
%1.7 billion and $1.2 billien. With the
latest nclditions, the iotul book vadue of
the dirzet investmenis was nearly $41
billion: at the beginning of 1964,

While the heightened rale of parent
company  investiment is reluted pri-
marily to further expansicns of pro-
ductive [acilities and working capital
needs abroad, perhaps $100-%200 mil-
lion of the esrnings retained nbroad in
1963 were withheld until reduced U5,
corpornte profit tax rates became effec-
tive in 1884, Thus, there were uon-
usunlly ligh dividend distributions
early in 1364,

Concentration in developed cowntries

About thres-quarters of the growth of
direct foreigt investments in 1963 was
in developed countries, continuing a
trend evident far some Liine, us ehown in
the prefile chavt.  Investments in
Europe, which had been growing at a
ruta of nbout $1.1 billion & year in 1061
and 1062, were incroazed by $1.5 billion
in 1963.

Munufesturing  investmnents  in
Burape roze by over $650 million lnst
year, but enpital flows were lower thun
in tho previous year in spite of nearly
£100 million i neluded for tha purehase of
stock in o Trench compnny, while un-
distributed profits were considerably
higher. As noted above, the lntter may
jin part represent only tamporumlv
deluyed dividend payments.  Capital
flows were down sharply for France
{except lor the zingle large transnetion),
Germany, wnd the United Kingdom,
but for the Tnited Kingdotn this was
maore than matehed by o jump in un-
distvibuted profits. It now appears
thnt eupital raquirements lor new facili-
ties nnd aequisitionz of interests in

9

axizting anterprizes will eontinne high,
but less finuneing [ron the United
Stabes muy be neaded.!

The potroleum induostry alse investsl
in Eurvopa ab anneeelarated ratein 10064,
especinlly in Gertvuny wnd Italy., This
Btap np wus velalad 1a tle expansgion of
European refining eapacity ol LA
compunies by about 20 pereent in 1963
Whila this netivity may have stackensd
gomewhat in 1964, the exploration and
development. of reserves in the MNorth
Sen will probably call forth large
sdditional investments,

In Cunadn, vver $850 million was
added to TS, diregt investments—
substantinlly more than in 1961
1962 and moving townrd the penk rates
of 1956-60. Faster growth wus svident
for both manulncturing and petrolenn,
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Augnet 100 SURYEY O CURRENT KUSINESS 11
Selocted Countrica and Yoors, Withh Mujor Industries for 1963 indicative of te overall rise in indus-
trinl activity. TLS. mining investments
in Conada were relutively low in 1083,
but may be lorger this yesr as a result
of the discovery of new ore bodies.

Earologs, by Selected Cotinteies, With Major Indvatries for 1963

by Selooted Countrica, With Mojor Bndinirita for 1953

(R Mlinmen of dhslharal Australin and Jupon slso recsived a
rabbe $—Commimaint Table 4 larger ampunt of U.8, investment in
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Wodisirlouied agbakl- Earhings Iucotne vastments were larger, and in Japan
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Manufocturing and petrolenm
invasimerls spurt

Mozt of the direct foreizn invéstment
activify 38 in the manulnsctumg nud
petralenm industries, and both grew at
an accelerated rate in 1962, About
$1.6 billien wae added to the value of
manufactuing affilintes abrend, with
eapital flows rising only slightly from
tha 1082 lavel to o total of about $700
million while reinvested aarnings rose
sharply to o peak of $3850 million.

Table 5—New Forolgn Tssues Placed Ly uhe
United Stotes, 196—June 1064
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SURVEY OF CURRENT BUSINESS

ot of thie additional investment went
into Canadn and Europe (§1.1 billion)
and ather developed coantries. In the
less developed counteies ihare woers
gains in “‘Other Westorn Hemisphere”
and small increnses in a few Asian and
some Latin American countries, but for
tie Latin American Republics as o
whole manufagluring investments were
lower 1han in 1962,

As noted above, there was a sharp
rize i the proportion of manufecturing
eprnings retained abrond, which rose
to aver 55 percent in 1853, compered to
40 percent in 1802 and an wverage of 50
pereent in the 195861 period.

Within the overall manufacturing
cntegory, the largest investments made
in 19683 were by producers of transpor-
tation equipment (largely antomebiles)
angd elemicals.  As shown in teble 6,
there bas been o nemly founr-fold in-
crease in ULS, menufocturing invest-
ments abroad sines 1950, wnd the rote
of expunsion by the automobile nnd
chamienl

comparnigs has been aven
higher. Other mndustry groups within
manufacturing  with notabls  paing

gbroad were machinery {nonelectrieal)
andl priury and fabriented metals.

Peircloum investments abroad ware
incrensed by $1.0 billion in 1983 ($0.7
billiox in 19623, There was heightenod
netivity in Euwrope, mainly in refining
but also in other branches of the
industry, in Middla Enst produecing
properties, in Fi Eastern refinery and
other aperations, and in Cannda.

It iz estimated that 1.8, companies
ineranged their production of crude ail
nhyoad by nenrly 12 percent in 1983
nud their foreign refining capncity by
about 10 percent.

Earnings and Income

Earningzs on US.  direct foreipn
invesiments moved up abouat § persent
to $4.06 billion in 1963, keeping fairly
cloge to tha increase in book walues.
The overail ratio of enrnings to book
roalues vemnined At about 11 peresnt,
whera it has been with litide voriation
since 1958. Ahout two-thirds of the
riso in earnings waus accounted for hy
the munufncturing affiliates, primarily
in Evrope and Caonpdn but smailer
gunins showed up in ol other arens as
well.  With the upsirge of demand in
most Ewopesn countries eacnings gen-
erally improved, in contrnst to ruther

Avgust 1904

widesprend declines in 1662, Hizler
enrnings in Conada resulted from o
similar development.

Petroloum investments showed mod-
erately higher earnings In 1863, theugh
the total of $1.5 billion was not much
above the previous peak in 1957,
About half of the gain in 1983 reflected
the bepinning of substantial preduction
in North Africn, reversing entlier losaes
relatad to the exploration and develen-
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ment process. Petroleum oarnings were
also somewhat higher in Asia ond in
Canada.

Enrnings of other industrics did not
change materially in 1963; the only
sizable gnin was connected with the
expended activity of affilintes in whole-
pale nnd retiil diséribution. There wos
some reduction in enrings of agricul-
tural and mining properties.

[ncome remitiances unchangad

While anrnings rose in 1963, thera was
no increass in the 3.1 hillion that coma
to the United States ns dividends,
interest and bronch profitz. For in-
gtance, while sarnings in manufacturing
operations rose by $325 millien, income
paid to the United Stuies nctoally
dropped by nenrly $30 million, leading
to an inecrense of nemly $540 millkon
in emnings retained sbrogd. Incoma
remittances of this indusbey were lwer
in every aren.

The decline in income receipts from
manufacturing  affilintes was  about
mutohed by higher receipts from petro-

Tuhlp fo=Dircct Investenents in Manulae-
turing Enterprizag Abrosd, Scbsoted Years,
195061, by Comnmoaliky?
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SURVLY OF CURRENT BUSINESS

lenm opersfions in most areas. Much
of the petroleum investment in produc-
ing properties is orgnnized as branches
for tnx reasens, and branch profits mre
counted ns “recoived' when enrtied—
for tax purpescs and in the balance of
payments accounts—without regand to
whether an acbun! remittance ocews.
Consequontly, ineome receipts f(ns
ghown I table 43 tend to ke deminated
by the brasch profits in petrolenm.

Other industties tokon togother ac-
eount for sebstantinl eanings and
income receipts, $1.2 billien end $0.7
hillion, respectively, in 1983, about the
same ag in 1962,

Royalties and feee repsived from
foreign affilistes oxceeded $600 million
in 1063, and eontinved to grow nrors
rapidiy than retorse in the form of
dividends and profits. For manufoc-
turing in particular, receipts of royaltics
mnd faes of nearly $350 million in 1963
{tnbla 8} wore ovor half as large na
dividende recsived from forelyn affilintes.

Foreign Investments in
the U.S.

During 1062 foreign long-term in-
vastmants in the TTnited Stntes rose by
the vory large amount of $2.0 biilion.
Ag shown in table 2, however, about 32
billion of this represented the gain in
mmket value of 1.8, corpornte stoels
held abrosd, inclidine seeurities in Lhe
povtiolio of U135, Diunches of foreign
inswrance companies. The year before,
thera hind been sharp declines in values,
following the markes break i My 1962,

Foreizn not purchases of 1.5, squity
ascurities have followed the cowse of
the U8, mauket quite closely: Net
liquidations showed up quickly after
Moy 1902, and neé purchases agnin
becaume evident in the last quarier of
the year and througheut 10M3. Nazt
purchases in 19063 were about 3200
million, which was Lelow the peaks of
over $300 million registeved in 1659 and
1961, but sbove the §150 million anmual
nvernze since 1951, In apite of &he
continued relutively strong perform-
ancs of tha .8, stock mnrket, how-
ever, there were net foreign sules of
1.8, siocks amounting to nenrly 3100
million in the firat hall of 1964, Most
of the selling was for British account.

By the end of 1063 the aggregats
market value of the U.B. corporste

13

stocics heid abroad was astimated at
$12.5 billign, with the ligest amounts
recorded for Switzerland {nemly %4
biltion), the United Kingdom (over
$2% billion), and Canada ($14 billion).
The nctusl owners, of course, wre not
necossmily o the countries of vecosd.

Foreign direct investments

The value of foreign direet invest-
montz at the end of 10683 was a litils
leas than $8 Dbillion, an increase of $33¢
million over the provious year. This
risa consisted of $235 million in undis-
tributed profits of U.S. subsidiaries,
$100 millicn incrense in the market
value of securities Leld by insurance
ecompanies, and 1 small redoetion from
net capibd outiows.

PROFILE OF LS. DIPECT INVESTMENTS
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In 1983 thete woe a net outflow of
enpital of 35 million from fareign-owned
companies in tie United States to thelr
parents and affilintes abrand, as com-
pared to » net inflow of $132 million in

Tuble 1—Direct Investment Recelpis of
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SURVEY Of CURRENT BUSINKSS

1962. This developmentl did uub re-
flect n reduction of new investment
activity in the form of initinl invest-
menks in 1S, companies or nddilions
to equity eapital in axisting compunies.
New investmants in 1963 amounted to
$150 million, considersbly more than
the $38 milion for 1962 (table 9.
About $00 million of this total was
initinl investments in U5, companies
wnd $60 million represented additiona]
equity enpital in existing companies.

The net outdow lor 1903 was lurgely
tha resolt of netivity in open accounts
hetween 1.5, compuniss and their pur-
ant organizations and aflilistes abroad,
which went from an inflow of §120
million jn 1962 t¢ nn outflow of $80
million in 1863, These open atcount
transnctions fluctuate widely, especinlly
for trading companies, About hall of
tha putflow on intercompnny account
in 1983, ur about 340 million, was ac-
counted for by trading companies, and
this was in lorge measure a repayment
of 380 million of inflows by these com-
ponies in the previows year, The re-
mainder of the 1003 capital cutflow was
accounted for by $77 million of liqui-
dations of foveign investments, more
than Lalf of whieh resulied from the
purchuse of g Swis-owned insurnnce
compiany by a U.8. company through
the exchange of stock.

Enrnings of the foreign-—contvolled
compaties rose 18 percent in 1863 to
§511 million. Of this nmount com-
panics engnged in potrolaum and manu-
facturing rccounted fer $150 million
and %200 million, respectivaly. Ench
ghowed eonsiderable gain from the pre-
vious yenr, petroleurn emmnings rising
sbout one-fifth and manufecturing one-
third. The manufaeturing compnnies
vaized their dividends in 1983, by an
amount about equal Lo their incrense in
earnings, but for some tima most of
the petroleum earnings have remaiand
undistributed ns dividends.

Shori-term investmerts

A forther ineresse of %2.6 billion
oecwrred in 1962 in foreign heldings of
short-term assats in the United States
ond various types of 115, Government
obliputizns. Of this amount, ohownd

$2.2 billion vepresented liquid assetz—

lugely deposits in US. banks, come
meretnl paper hold with henks, and

August 19084

marketable U.8. Government obliza-
tions, but including for 1963 on increase
of $702 million in foreign holdings of
noonmarketnble U.8. Government oh-
ligations convertible inty mmketable
obligntions on siort notice, It Ja Ghis
$2.2 killion, together with the change
in our gold stouke and monetary assets—
& decresss of F4M million in 1863—
that corresponds to & net decline in
.8, monetary lquidity of $2.6 billien

(Comiinnad or pege 240
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{Continted from page 1.4}

for the year, or $1.9 billion if the special
issues of $702 million are not eounted
a8 liquid,

The remnjnder of the nggregate in-
crease of $2.4 billion in forsign hold-
ings consisted primarily of an inerenss
of over $450 million in various TJ.S.
Govermment liabilities, of which the
Inrgest wore ndvances by forefgn sov-
ernments on military purchases here,
special nonmarketable obligations is-
sued to internationnl orpanizations in
connection with subscriptions, and non-
marketable nonconvertible isanes held
Ly foreign governments,

Overall Investment Position

The statenient of international nssets
g linkilities shown in talle 12 is ofton
used a5 n moensure of internationn
finaveind strength of the United Stntes.
Althangh the aurn total of 1.8, loreign
nsaets exeesds the stm of foreign hold-
ings hera by nearly %37 billion (not
including ns an asset the T8, gold
stoek), the types of nsseds and lighilities,
and their valuations, are so diferent
that. the net diiference, withoul qguaiifi-
cations, has litkle significanca. This s
especinlly 50 when compariscns me
mnde over o long period of time.

On the nssel side, & comparison of
1963 with 1950 shows that while private
foreign investmoents have expanded by
547 Lillien, the gold stock lias declined
over 37 billion, and the incrense of $9.3
billien in U.5. Gevernment asseta in-
c¢ludes over 36 biltion payable in foreizn
currencies of limiied uselulness. De-
ducting these nmonuis gives an adjusted
ingrease in private and Governinont
assets of §44 Billfon. On the Habilities
gida the overall inerense from 19560 was
sbout $34 biilion, se that the adjusted
incresse in net foreign asscls alter 1950
would be nbout $10 Lallion,

The 195063 expansion of 11.5. nsscts
abrond was largely in divest investmonts
{520 billion}. While it is probably truc
thiat the boolk values vsad are lower than
the replacement cost of assets or mnrket
valuations of the enterprises, the extent
of the diference would vary so mueh
among Industidez and areas that no
overnll avaliration can be mdes.

SURVEY OF CURRENT BUSINESS

On the other band, the increase of
foreign ausets in the United States sines
1950 was largely in short-term nssals
and CGoverament obligations ($10 bil-
lion) ond in corporate stocks ($9.G bil-
lien), with a smeller incrense in direet
investments {$4.G billion). OF the -
crense in the heldings of corporate
stocks, about $2 billion represented net
Jorcign purchases in the period and the
remaiuder resulted from rising market
valuations.

Avgust 1004

Another approach to an evaluation
of the significance of the changes in the
dabtor-creditor position involves & com-
pavison of the emmings derived from
investments, Enrnings of U5, private
investmeonts nbroad rose from $2 hillion
Ip 1950 to $5.8 billion in 1963, while
gomparable foreign emrnings in the
United States roes from 5500 million
t0 $1 billion. On this basis there was
clearly n considarabla strengthening of
the 1.8, international position,

Tuble 12,—-International Tnvestrment l‘oﬂliti-nn of the Tnited Stages, Totul 1960, by Arcn
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